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Economics of 
Missouri’s 


Wild Fur Trade 


The trend in harvest and trade of the wild 
fur crop has generally been downward, both 
in Missouri and nationally, following World 
War II. Although some improvement has 
occurred in the past two seasons, it appears 
that this may only be temporary. Factors 
affecting the fur market in Missouri are 
complex, far-reaching and almost entirely 

Animal drawings are from the book, The 
Wild Mammals of Missouri, and are used by 


permission of artist Charles Schwartz and the 
publisher, University of Missouri Press. 


Frank W. SAMPSON 
Game Biologist 
Missouri Conservation Commission 


economic rather than biological in nature. 


The Missouri Conservation Commission 
began economic evaluation of annual fur 
harvests in the 1940-41 fur season by re- 
quiring all fur traders to maintain and re- 
port records of source, numbers and kinds 
of pelts purchased and sold. This informa- 
tion serves as background for more effi- 
cient regulation and supplements specific 
and intensive biological studies of productiv- 
ity and population trends. 
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NUMBER OF TRADERS 


To a certain extent the numbers of fur 
traders (who must be licensed) may indi- 
cate general trends in the Missouri wild 
fur business. During World War II, annual 
permits issued in Missouri to buy fur from 
trappers and hunters ranged from 631 to 
802. From 1934 to 1940, licensed fur buyers 
numbered from 1,048 to 1,220. In the 1%- 
year period near the end and immediately 
following the War (ended June 30, 1946, 
involving a changeover from calendar year 
to fiscal year basis) there were 1,192 fur 
dealer and buyer permits issued. 

By the 1947-48 fur season these dropped 
to 626. A slow decline followed to a low of 
108 in 1958-59. Some recovery occurred dur- 
ing the next two seasons probably due 
mainly to better price expectations. 


In Missouri, three types of fur traders’ 
permits are currently issued by the Con- 
servation Commission. The resident fur 
dealer’s permit allows him “to buy, sell, 
possess and ship furbearers, exclusively at 
the place specified in such permit, between 
November 1 and October 31 next there- 
after.” 

The resident fur buyer’s permit restricts 
handling of furs to the open season (No- 


vember 10 to January 15) and the post- 
season selling period for buyers (January 
16 to February 5). It allows him “to buy, 
sell, possess, store, ship and transport fur- 
bearers between November 10 and Febru- 
ary 5 next thereafter.” 

The non-resident fur buyer’s permit al- 
lows him “to buy, possess, transport and 
ship furbearers obtained from resident fur 
buyers or fur dealers between November 
10 and February 5 next thereafter.” For the 
1960-61 fur season there were, only three 
non-resident fur buyers, and the resident 
traders comprised 13 dealers and 125 
buyers. 


Extent of trapping 


Numbers of fur trapping permits issued 
offer a partial measure of interest and pres- 
sure in taking furbearers. They are issued 
to residents of Missouri only. Certain spe- 
cies may currently also be taken by hunters 
using dogs if they possess a resident or non- 
resident hunting license. These species in- 
clude raccoon, opossum, weasel, striped 
skunk, spotted skunk (often called civet), 
badger, coyote, bobcat, red and gray foxes. 

The number of hunters taking furbearers, 
as distinguished from trappers, are not ac- 
curately separable from those hunting other 
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MISSOURI’S POSITION IN U. S. WILD FUR HARVEST 
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game. Nevertheless, an estimate of 5,400 
’coon hunters was calculated from question- 
naire and harvest data for the 1959-60 
season. 

During the World War II years, Mis- 
souri’s total annual wild fur crop ranged 
from 573 thousand to 648 thousand pelts 
of all species. The total annual value of 
this raw fur to fur-takers varied from $550 
thousand to $1,073 thousand. 

Following the War, the peak harvest oc- 
curred in the 1946-47 season with 734 thou- 
sand pelts. Valuewise, the high point oc- 
curred in 1945-46 with $1,280 thousand to 
fur-takers. Beyond these record seasons the 
“postwar prosperity years” failed to ma- 
terialize for those engaged in the wild raw 
fur business. From this high level, harvests 
and value wavered downward to a low point 
in 1958-59, when 157 thousand pelts valued 
at $193 thousand were harvested. 

The trend in the wild fur catch of the 
entire United States was also downward 
during this period. For most of the period 
Missouri ranked well above the average 


catch for all states and fared no better or 
no worse than the rest of the country. How- 
ever, during the last few years of the de- 
cline Missouri’s was somewhat more rapid, 
and this is believed due primarily to local 
conditions of greater price caution, buyers 
leaving the business and less interest in 
trapping. 

Since the low point of 1958-59 a major 
comeback occurred in the 1959-60 season 
with a Missouri harvest of 321 thousand 
pelts, an increase of 103 per cent over the 
previous low season. The income to trap- 
pers was $535 thousand, an increase of 178 
per cent. Nationally, the increase was of a 
smaller order, from an indicated 8 million 
pelts in 1958-59 to 9 million in 1959-60. 

This rather phenomenal increase in Mis- 
souri after a long period of decline has 
been variously attributed to better prices, 
greater export demand, depleted warehouse 
stocks, and increased use of fur trim. In 
view of reports that most domestic fur 
trimming has been ranch mink, and that 
European countries were releasing more 


Chart 3 
MISSOURI FUR HARVESTS 
Annual Volume and Value 
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capital for luxury item trade, it seems likely 
that the export market chiefly influenced 
the 1959-60 upward push in the wild fur 
market. In any event, the 1960-61 fur season 
failed to continue upward. Missouri har- 
vested 277 thousand pelts, a decrease of 
13.6 per cent from the previous season. Fur- 
takers realized $408 thousand from this 
crop, a decrease of 23.8 per cent. Thus, it 
appears likely that the 1959-60 fur season 
was only a temporary comeback. 

Wild fur catch figures nationally are not 
yet available for the 1960-61 season. How- 
ever, a few reports from other states sug- 
gest that the national trend was similar 
to Missouri’s. 


ST. LOUIS’ RECORD 


To get a little better perspective histor- 
ically of Missouri’s fur trade it is worth- 
while noting a few figures cited by Albert 
Ahern, a former St. Louis fur dealer, in his 
book “Fur Facts” privately published in 
1922. Before the arrival of professional 
white trappers, the value of the trade with 
Missouri Indians is reported as $30,000 for 
the year 1810. During nearly the next cen- 
tury and a quarter the fur trade generally 
increased through the professional trapper 
period and later through farm settlement. 


In the 1919-20 season receipts by Mis- 
souri trappers are given as about $1,250 
thousand, number of pelts not specified. 
Until the figure was somewhat exceeded in 
1945-46, it apparently was the high point 
for Missouri wild fur. During the fall and 
winter of 1919-20, Ahern states that the 
value of furs shipped to St. Louis from 
the North American trapping grounds was 
$35 million and that the bulk of the pelts 
came from within a 600-mile radius of St. 
Louis. 

By 1934-35, the income of Missouri fur- 
takers had declined to $282 thousand from 
471 thousand pelts. This probably marks 
the low point in Missouri harvests between 


the highs of 1920 and 1946 and was at- 
8 


tributed to relatively low pelt prices at that 
time and to the decimating effects of the 
drought and depression years, 1932-37. 
However, by the 1940-41 season, just prior 
to World War II, harvests had recovered 
to 835 thousand pelts providing Missouri’s 
fur-takers with $559 thousand. 

On a national level, estimates based on 
reports from the states to the U. S. Fish 
and Wildlife Service show an annual av- 
erage for 1930 to 1939 of 18,200 thousand 
pelts as the wild fur catch in the United 
States with a value of $50,700 thousand. 
Since a peak reached in 1946 the trend has 
been strongly downward. This general 
trend has been followed rather closely by 
Missouri wild fur harvests. 


RANCH FUR INDUSTRY 


Since 1930, a phenomenal and steady 
rise in the ranch fur industry has occurred, 
continuing upward after the decline of wild 
fur started in 1947. For the 1930 to 1939 
period, figures from the National Board of 
Fur Farm Organizations show an annual 
average United States production of 318 
thousand ranch fur pelts valued at $9,272 
thousand. Nearly two-thirds of these pelts 
were silver fox, the remainder ranch mink. 
By 1952, fur farms produced 2,495 thousand 
pelts, almost all ranch mink, at a value of 
$48,327 thousand compared to wild fur 
valued at somewhat over one-half this sum. 


Ranch mink production accelerated, and 
in 1959 there were 5,703 thousand pelts 
produced in the United States at an average 
price of $21.48 each for a total value of 
$122%4 million. This is nearly ten times 
the estimated value of all wild fur marketed 
that year, and materially greater than the 
1946 record value for United States wild 
fur. 

Although wild mink may have stimulated 
initiation of the ranch mink industry in 
the late 1920’s the United States greatest 
wild mink catch, estimated at 1,173 thou- 
sand pelts in 1946, was exceeded that year 


UNIVERSITY OF MISSOURI 


Chart 4 
U. S. MINK PRODUCTION 
Volume of Wild and Ranch Pelts 


NUMBER OF PELTS (MILLIONS) 


by production of 1,196 thousand ranch 
mink. From this record the wild mink catch 
has steadily declined to 407 thousand pelts 
in 1959 while ranch mink soared to a new 
record of 5,703 thousand pelts. In addition 
to domestic production of farmed mink, re- 
ported imports of ranched mink have also 
been increasing, ranging from 1,640 thou- 
sand pelts in 1955 to 2,775 thousand pelts 
in 1959. 


Wild mink competition 

The trend in Missouri wild mink har- 
vests has fluctuated but in general has fol- 
lowed the decline in wild mink for the U. S. 
since 1946. This decline in marketed wild 
pelts is not necessarily associated with sup- 
ply of the animals, but rather with market 
demand. 
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For many years several ranch mink 
marketing associations have been vigor- 
ously promoting the farmed product under 
brand names, have developed many dif- 
ferent mutation color phases, have marketed 
their product in uniform matched bundles, 
and in other ways have created demand 
for their product. Insofar as this writer is 
aware, nothing anywhere near comparable 
to this organized promotion has ever existed 
for wild fur. 


So thoroughly has the American public 
been indoctrinated through various ad- 
vertising media by the ranch mink industry, 
some wild fur dealers lament, that when 
women think of fur they can only think of 
mink—and that must be some pastel shade 
of ranch mink. This may not be exag- 
gerated for certainly domestic demand is 
very small for all species of wild fur gar- 
ments, even wild mink which in its natural 
state exists only in tones of brown offering 
little competition to the exciting color 
choice of the ranched product. 

Probably one of the better selling devices 
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of the ranch mink association has been the 
grading into uniformly matched bundles 
before going to auction. This allows buyers 
for manufacturers to know how many 
garments may be made up from a bundle. 
If uniformly matched, a bundle of 60 to 80 
mink pelts will make a coat. Unmatched, as 
wild mink usually are, a manufacturer 
would need to buy several times this num- 
ber to get enough pelts to match up for a 
coat. Garment manufacturers are not in- 
terested in building up inventory of un- 
matched pelts. Thus, wild mink may be 
shunted into export or other markets not 
so demanding. 


Value of fur production 

The total value of wild and ranch fur 
production in the United States is esti- 
mated at $135 million in 1959, only 5.3 per 
cent less than the probable all-time record 
of $142%4 million in 1946. Thus, contrary 
to much that has been publicized about a 


dwindling fur industry, it is evident that a 
very considerable overall market still exists. 
It is also evident that over 90 per cent of 
the market is dominated by ranched fur 
(mostly mink) in the United States. As 
long as this formidable competition con- 
tinues from the ranch fur industry, both 
domestic and foreign, it appears highly un- 
likely that the fur market can make any 
dangerous demand on the supply of most 
species of wild fur animals. 


Although Missouri produces less than one 
per cent of the United States ranched 
mink, its wild fur production must still 
compete with farmed fur on national and 
international markets. According to some 
authorities the market for raw wild furs, 
during at least the past several years, has 
been on a world-wide basis with an esti- 
mated 80 to 90 per cent of United States 
wild fur being exported mostly to European 
countries. Therefore, the market for wild 
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furs from Missouri, as well as the rest of 
the U. S., is primarily dependent upon 
foreign demand. 

The demand for American wild furs has 
been appreciably stronger in Europe than 
in the United States because of certain 
economic and style differences. Prices are 
typically set in international markets and 
are much the same in all countries of the 
Western world in the absence of import 
controls, according to economists. 


FUR PRICES 


Average prices for all sizes and grades of 
pelts for each species paid to Missouri wild 
fur-takers have probably been near or just 
below the average for the United States, al- 
though country-wide comparative data are 
unavailable. For the twelve major species of 
Missouri furbearers, the highest average 
pelt prices received by fur-takers since 1934 
occurred during the five fur seasons from 
1943-44 to 1947-48. For eight species the 
lowest pelt prices occurred from 1953-54 to 
1958-59. The low point for three species 
(mink, spotted skunk and weasel) was in 
1934-35 and for striped skunk in 1949-50. 

The highest and lowest prices since 1934, 
together with the 1960-61 season average 
prices, listed in that order, for each of Mis- 
souri’s furbearers are: 


(High) (Low) (1960-61) 


Raccoon $440 $0.65 $ 1.45 
Muskrat 2.30 60 65 
Opossum 75 10 60 
Mink 26.00 2.10 10.30 
Beaver 27.06 3.00 4.30 
Striped 

Skunk 1.75 40 .70 
Red Fox 8.60 25 1.00 
Gray Fox 2.00 .20 50 
Spotted 

Skunk 1.50 15 1.30 
Weasel 1.50 25 75 
Coyote 2.00 .20 30 
Bobcat 1.00 40 1.00 
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While these prices offer some idea of 
varying pressure applied against Missouri 
furbearers, decline in the value of the dol- 
lar during this period, and rise and fall in 
populations of these species have also 
played a part. 


POPULATION DYNAMICS 


Biological research and _ investigations 
concerning population dynamics have been 
instrumental in providing information neces- 
sary for the Missouri Conservation Com- 
mission to set the best possible furbearer 
seasons and regulations, allowing use with- 
out damage to this renewable natural 
resource. 


As an example, early raccoon studies 
provided information for developing a 
special accounting and rationing (tag) sys- 
tem used during a period of low population 
from 1940 to 1944. At this time, raccoons 
provided less than 6 per cent of state-wide 
harvests. Greatly improved populations 
have made it possible for raccoons to pro- 
vide over 50 per cent of the total annual 
furbearer crop since 1954. In this instance, 
the managed comeback of raccoons has been 
well-utilized through high market demand 
and an all-time record harvest of 141 thou- 
sand was possible in 1960-61 without harm 
to the breeding stock. 
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Investigations of Missouri’s low and un- 
evenly distributed beaver populations in 
the 1940’s resulted in a program of beaver 
restoration and a policy of giving farmers 
trapping permits where damage was oc- 
curring. By the fall of 1953 it was possible 
to provide a limited open season in certain 
counties and the entire state was opened in 
1956-57 for a 46-day session, which has 
continued to the present time. 


The market for beaver, however, dimin- 
ished and with low price incentive the re- 
stored and re-distributed population of this 
species has not been fully utilized. Never- 
theless, 5,091 beaver were harvested in the 
1960-61 season compared to 1,893 when the 
season was first opened in 1953-54. 


Biological studies have also provided 
knowledge of population trends in other im- 
portant furbearers, giving assurance that 
they were not cropped beyond their an- 
nual harvestable surpluses. For the relative- 
ly high priced mink, age and sex ratios ob- 
tained from samples of the harvest indicate 
that overtrapping of the difficult-to-trap 
furbearer has not occurred during the past 
ten years, although trapping pressure was 
greater during the first six than during the 
last four years. Through natural cycling this 
species reached a probable low point in 
1956 and 1957 with population improve- 
ment since then. 
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FUR SPECIES CYCLE 


To a certain extent the principle of 
“diminishing returns” operates for all game 
species, and is no less true for furbearers. 
While the population of a fur species is in 
the high portion of its cycle, high harvests, 
dependent upon pelt price incentive, are 
usual. When the population cycles down- 
ward it is more difficult to harvest, regard- 
less of price, and the return to fur-takers 
may diminish to a point where very few 
animals are taken. This point is usually well 
above the lowest level at which remaining 
breeding stock can replenish the population 
in the next year or two to fill the carrying 
capacity of their habitat. 


Most furbearers have the ability to re- 
produce at a rate exceeding 50 to 80 per cent 
increase each year, depending upon species 
involved, which constitutes the harvestable 
surplus without injuring the population. 
Muskrat populations were high with 83 to 
87 per cent reproduction from 1948 to 1951 
and from 76,000 to 139,000 pelts were 
harvested annually at average prices of 
$1.10 to $1.85. Low populations with 77 to 
80 per cent reproduction existed from 1954 
to 1957 and harvests were lower at 38,000 
($1.20 average price) to 67,000 (92c aver- 
age pelt price). But these harvests did no 


harm to breeding stock and muskrats 
started cycling upward in 1959 with a re- 
production rate of over 84 per cent. 
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Trappers identified 

There was once a time when farm boys 
were considered the chief harvesters of 
furbearers, but that nostalgic picture has 
changed. The age distribution of 3,603 pur- 
chasers of Missouri trapping permits in 1956 
showed that only 6 per cent were from 10 
to 17 years old. Of these, only 31 boys in 
the entire state were grade school age. 

Today’s farm boy doesn’t have much 
time left for trapping after riding the 
school bus, doing his homework, and en- 
gaging in extra-curricular school activities. 
He may have time for a 4-H livestock proj- 
ect around home and, if so, probably makes 
more money for the time put in than he 
would trapping. 

Most Missouri furbearers are taken by 
older men; 58 per cent were 41 years old or 
older in 1956. Many trappers work in trades 
where they may take off two weeks or a 
month during the trapping season, and to a 
certain extent trapping is a sporting change 
in activity. Most of these men got started 
in trapping as boys. Few people feel that 
today’s boys will learn the art of trapping 
after they become men. 


SUMMARY 


An attempt has been made to give the 
reader nodding acquaintance with facts and 
problems surrounding the harvest and trade 
of Missouri’s wild furbearing animals. Ad- 
mittedly, the material presented here is but 
a small facet of the entire industry. 

A thorough economic study of the in- 
dustry, perhaps the only one of its kind, is 
by a former professor of economics at Co- 
lumbia University who spent his early 
working years in the fur industry. With 
reference to the special problems confront- 
ing the industry, he points out that “These 
problems are first, tremendous short-run in- 
stability, and second, long-run stagnation 
and decline relative to the rest of the econ- 
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omy.” From his analysis of facts he draws 
certain conclusions in the form of twelve 
recommendations to the industry. 


While these recommendations are beyond 
the scope of this report, he comments in- 
auspiciously regarding them, “. . . it must, 
unfortunately, be added, that the preced- 
ing analysis suggests that the legal, in- 
stitutional, and psychological barriers will 
prevent their adoption. On the other hand, 
the analysis also suggests that unless a 
number of the recommendations are 
adopted, the long-term outlook for the in- 
dustry is very dark, even though the im- 
mediate prospect is for some improvement 
in demand.” 


From the improvement in the wild fur 
market noted in Missouri in the 1959-60 
season and to a lesser extent in 1960-61, 
the latter statement seems to be borne out, 
published as it was in 1957. However, his 
pessimistic long-term outlook must also be 
regarded as applying to Missouri, de- 
pendent as this State’s wild fur trade is 
upon the entire fur industry. 


Possible markets 


Increasing human population, with the 
attendant advancing encroachment upon 
wildlife habitat, makes for lower numbers 
of furbearers—the only wild terrestrial ani- 
mals still directly commercialized in Mis- 
souri. Considering the almost complete lack 
of dependence of most Missourians upon 
wild fur trapping as a major part of their 
income the outlook of poor market con- 
ditions may be at least a partial blessing in 
disguise. Nevertheless, harvestable annual 
surpluses of our wild furbearers are avail- 
able which, for most species, are not being 
utilized to their full current potential. 


1 Victor R. Fuchs, The Economics of the Fur 
Industry (New York: Columbia University 
aoa 1957), Studies in the Social Sciences 

o. 593. 
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Tourism As 


Economic Support 
for the Ozarks" 


The postwar boom in outdoor recreation, 
especially that based upon water areas, has 
greatly heightened interest in recreation 
and tourism as economic support for rel- 
atively underdeveloped or low income parts 
of the United States.? It seems often to be 
assumed that any area lacking in good ag- 
ricultural resources, mineral resources, and 
industry must surely have excellent recrea- 
tion potentials. In the words of a popular 
song: “It ain’t necessarily so!” Recreation 
and tourism can indeed be a significant 
economic support for many local areas, but 
the problems of successful business opera- 
tion here are not less than they are in al- 
most any other line of business. 


OZARK ADVANTAGES 
The Ozarks have many natural advan- 
tages for outdoor recreation. They are the 
largest and most rugged mountainous area 
between the Appalachians to the east and 
the Rocky Mountains to the west. They are 


*In this article, we are speaking generally of 
the whole Ozark Plateau of northern Arkansas 
and southern Missouri. 

1 The views expressed herein are wholly per- 
sonal. 

2For a discussion of the postwar boom in 
outdoor recreation and its possibilities for the 
future, see Marion Clawson, “Crisis in Outdoor 
Recreation,” originally in American Forests, 
March and April, 1959; also as Reprint No. 13 
Resources for the Future. For a discussion of 
the possibilities of tourism as a source of eco- 
nomic support, see Department of Commerce, 
Area Development Office, Your Community 
ae Profit from Tourist Business, Washington, 
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in fact almost the only real hills or moun- 
tains for hundreds of miles. To a western 
mountain man like myself, they are rather 
pallid, but even I must admit they are 
beautiful and rugged. They have, or are 
getting, some lakes or water bodies, which 
are so basic to today’s most popular outdoor 
recreation activities. All of these are basic 
and real natural advantages. 

The Ozarks are also well and favorably 
known.® Many people who have never seen 
them, have read about them, and have 
formed favorable impressions. There is a 
general belief that the outdoor recreation 
resources of the area are “unspoiled,” in 
the recreationist’s sense of the term. The 
hills, woods, and lakes are highly praised 
by many writers. The area is coming to 
have fairly good highways and modest ac- 
commodations for tourists. All these are 
assets to a successful tourist business. 


On the other hand, the Ozarks labor under 
some rather major handicaps, if they seek 
to develop a major tourist business. By far 
and away the most serious is the fact that 
no large urban centers are located nearby. 
St. Louis, Memphis, and Little Rock are 
fair to large size cities, more than 100 but 
less than 200 miles distant airline (of course 
somewhat further by road distances). Their 


8 National Park Service, Department of the 
Interior, Recreation Today and Tomorrow in 
the Missouri River Basin, U. S. Government 
Printing Office, 1959, comments on this. See 
also National Park Service, A Proposal: Ozark 
Rivers National Monument, January 1960. 
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combined population is roughly 1%4 mil- 
lion. While these are prosperous cities, they 
are not the most rapidly growing in the 
nation. 

There are other, smaller cities nearer to 
the Ozarks, or actually within them, how- 
ever the latter be defined. There is a total 
population of nearly 20 million within 300 
miles; while these are potential customers, 
many of them will be unable or unwilling 
to expend the money necessary to visit the 
Ozarks.* 

There is a notable difference between 
the Ozark region and New England, or the 
mountain and hill country of the Appalach- 
ians from New York to Georgia. These lat- 
ter areas have much larger urban popula- 
tions, generally somewhat nearer, and with 
many more cities in more areas of origin. 
On the other hand, the Ozarks have more 
urban population closer than do the 
Rockies, but they lack the inherent attrac- 
tiveness of the latter in drawing tourists 
from distant places. Thus we must conclude 
that, market-wise, the Ozarks are only mod- 
erately blessed as recreation and tourist 
areas. As we shall point out later, they have 
a modest but not outstanding potential for 
attraction of recreation visitors. 


Lack of data 

Data on tourists to the Ozark region are 
lacking. Data on use of outdoor recreation 
areas are partial. In 1960, there were about 
7 million visits to the five dams constructed 
by the Corps of Engineers—Table Rock, 
Bull Shoals, Norfork, Clearwater, and Wap- 
pello. These are visits, not visitors; that 
is, each person was counted each time he 
came. We can be fairly sure that fewer than 
7 million different persons were involved, 
although we do not know exactly how many 
actually were. The number of such visits 
approximately doubled from 1957 to 1960. 

#Missouri Division of Resources and De- 
velopment, and other agencies, Plan for Pres- 
ervation and Development of Recreation Re- 


sources, Current and Eleven Point River Coun- 
try, 1956. See p. 36. 
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Table Rock reservoir, in full operation 
for recreational purposes only in 1960, reg- 
istered about 234 million visits the first 
year. Water sports on all Corps reservoirs 
have been growing by leaps and bounds, 
and the Ozark reservoirs are no exception. 
Visits to all state parks in Arkansas and 
Missouri have increased by 5 to 7 times 
since the war. These data are evidence of 
the great increase in demand for outdoor 
recreation, especially since the war. 

What can outdoor recreation and tourism 
contribute to the economy of an area or 
region such as the Ozarks? The answer de- 
pends in large part upon the kinds of use 
one has in mind. 


INCOME RETAINED 


Outdoor recreation opportunities within 
a region help to keep some of the local in- 
come within the area. People of every area 
and region want recreation, outdoor and 
indoor; their wants are limited largely by 
their available income. Some will have 
money to go outside the local area for what 
they want—if it is not available locally. 
Some residents of the Ozarks visit such 
places as Yellowstone national park each 
year, for instance. Others cannot afford 
long trips, but will use their limited funds 
for other types of recreation, some of which 
will involve expenditures for goods or serv- 
ices produced outside of the local area or 
region. 

If adequate outdoor recreation oppor- 
tunities are provided locally, this tends to 
keep expenditures for outdoor recreation by 
local people within the region; this pro- 
vides jobs and business opportunities at 
home. In this sense, local recreation for lo- 
cal people is like “do-it-yourself” home re- 
pair and other activities. No one ever got 
rich from repairing his own home, but he 
may reduce his expenditures and thus have 
money available for other things he wants. 
Similarly, no state or region can increase its 
income very far by providing outdoor rec- 
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reation for its own citizens. But it may 
manage to keep within its borders some of 
its local income that otherwise would be 
spent in some other state or region. 


Drawing power 


An area such as the Ozarks may draw 
visitors from outside its region, who will 
spend there some of the money earned else- 
where. The number of people who will 
visit an area is, in general, inversely pro- 
portional to the distance and directly pro- 
portional to the total base population in 
the area of origin. For instance, the num- 
ber of visits to Yosemite national park de- 
clines from about 50,000 per each 100,000 
base population within the 100 miles radius, 
to less than 5,000 per each 100,000 base 
population in the 300 to 350 mile radius, 
and to less than 500 per each 100,000 base 
population in the over 500 mile radius.° 

The Ozarks also certainly do not have 
the drawing power of Yosemite national 
park, but the principle is the same. A pos- 
sibly more nearly comparable area for 
which data are available is Lewis and Clark 
Lake, behind Gavins Point dam, in south- 
eastern South Dakota.* There, the number 
of visits per 100,000 base population de- 
clined from nearly 400,000 from areas 
within 50 miles, to roughly 10,000 from 
areas 100 to 200 miles distant, and to less 
than 500 from areas 200 or more miles dis- 
tant. 

These data simply say, more people will 
go, or the same people will go more often, 
to nearby than to distant outdoor recreation 
opportunities—the exact relationship de- 
pending upon the innate attractiveness of 
the area and also upon the availability of 
substitute recreation areas. 

5 Marian Clawson, “Methods of Measuring 
the Demand for and Value of Outdoor Recrea- 
tion,” Resources for the Future, Reprint No. 
10, February 1959. 

6 John S. Evans and Carlton S. Van Doren, 
“A Measurement of the Demand for Recreation 
Facilities at Lewis and Clark Lake,” Business 


Review Supplement, February 1960, State Uni- 
versity of South Dakota. 
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In each of the above cases, the number 
of visits was related to the base popula- 
tion within the service area of the recrea- 
tion opportunity. If there are many people 
in a given service or distance zone, there 
will be relatively many visits; if there are 
but a few people in the zone, there will be 
few visits. Thus, in the example given 
above, there were more total visits to Yo- 
semite national park from the zone 300 to 
350 miles distant than there were from the 
zone less than 100 miles distant, in spite 
of a lower rate of visits per 100,000 base 
population. The large California cities lie 
in the 300 to 350 mile zone while there are 
relatively few people in the less than 100 
mile zone. A big city will mean relatively a 
lot of visits, for its distance zone; sparsely 
settled rural areas or small towns will mean 
few visits for a particular distance zone. 

Total visits to any outdoor recreation 
area are thus a function of visits per 100,000 
base population—which in turn depends 
upon attractiveness of the area and upon 
supply of alternative areas—and of total 
population within each distance zone. This 
relationship is true in general; there is every 
reason to believe it is true for the Ozarks as 
well. Such data as exist on travellers to the 
two states of Arkansas and Missouri sup- 
port this conclusion. 


SPENDING PATTERN 


Recreationists from outside a local area 
do spend some money within it, as they 
seek recreation. Some unpublished studies 
we have made at Resources for the Future 
indicate that, for all public outdoor recrea- 
tion, somewhat more than half of the total 
expenditures by recreationists are made 
within the latter’s home community. The 
proportion is much higher for all day trips 
than for longer ones. The visitor to the 
Ozarks buys his car, his boat, and other 
major equipment in St. Louis, Memphis, or 
Little Rock, if he comes from one of those 
cities. Moreover, he buys a significant part 
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of his gasoline and his groceries there also. 
He will buy some goods and services en 
route from his home to the recreation area, 
and he will buy some goods and services in 
or near the outdoor recreation area. For 
the nation, we estimate that only a fourth 
of all expenditures are in or near the recrea- 
tion site; for state parks, the proportion is 
even lower. 


Local effects 


Some of what outside recreationists spend 
within a local community is for labor, man- 
agement, and other services provided lo- 
cally; but much is also spent for gasoline 
and many other commodities that in turn 
must be purchased outside and shipped in. 

Our estimates are that about 45 per cent 
of all recreation expenditures for public 
recreation areas accrue as local income, 
with the remainder spent outside the local 
community, for necessary “imports” of 
goods and services. However, it is also true 
that the 45 per cent spent locally generates 
other local business, some of which is for 
local labor and services, some for imports; 
and that this “second cycle” in turn gen- 
erates another, and so on. In the end, local 
business may get as much as the equivalent 
of 75 per cent of what the recreationists 
spend. 

These general comparisons illustrate, we 
hope, that tourism and recreationism can be 
a significant support to the local economy, 
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but that they are no gold mine. We wish 
to emphasize further that tourists must be 
coaxed and wooed; they cannot be coerced. 
They must find the kinds of local service 
and accommodations they want. They will 
visit superb areas in spite of poor local ac- 
commodations, but only in reduced num- 
bers; they may visit more modest areas 
hardly at all, if local services are inadequate. 


On the other hand, really good local 
services may be one of the major attractions 
for a local area. By “good,” we do not nec- 
essarily mean close imitation of big city 
services. Many visitors want something 
different, something distinctive. But it is 
their wants that must be catered to, if 
they are to be coaxed in. 


CONCLUSION 


This article has been rather general. One 
conclusion may be that careful, accurate, 
detailed data on present and potential fu- 
ture recreation use of the Ozark region are 
highly desirable. Who are the visitors, as 
far as income, residence, and other char- 
acteristics are concerned? What do they 
want in the Ozarks? What other groups 
of the population are potential customers? 
How might they be attracted? There is no 
use to spin dreams of riches from tourists, 
if there are no real prospects. Accurate data 
and estimates could provide the basis for 
solid planning. 
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Rural or Urban? 
Locations for 


Missouri Industries 


Examination of the geographic patterns of 
location of new manufacturers in Missouri 
can prove useful to industrial development. 
Examination of these patterns will outline 
the general locational forces that underlie 
formation of any configuration for the in- 
dustry types locating in the State. 

A study of the new manufacturing estab- 
lishments' locating in Missouri from 1955 
through 1960 was undertaken to assist com- 
munities in the rural sections in their pro- 
grams to obtain additional manufacturing 
employment. It examines one facet of the 
whole complex program of industrial and 
area development. 

The basic purpose is to point out to those 
interested in industrial development in 
rural counties what types of manufacturing 
have chosen rural locations. Industrializa- 
tion in rural areas is growing—not because 
of national factor advantages just now 
realized—but rather as a result of natural 
growth. 

National factor advantages can be de- 
scribed as those by which an area may be 
attracting new plants because of real eco- 
nomic advantages for the manufacturing of 
a product to be marketed nationwide. The 
forces which make an area nationally com- 


1The complete detail will be available in 
Industrial Location in the Rural Areas of Mis- 
souri—A Study of Geographic Pattern and 
Preferences. Missouri Resources & Develop- 
ment Commission. 
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petitive are those normally considered in 
any location study. 


An example of seeking national advan- 
tages is where transportation cost is rel- 
atively low; as a result, an economic loca- 
tion any place in the nation may readily 
service most of the national market. A 
manufacturer seeking national advantages 
is one searching for a location that has 
definite operational cost advantages in serv- 
ing the national market. 


RURAL COUNTY LOCATIONS 


On the other hand, natural growth is 
where a location of a plant is made with 
respect to a particular market. The specific 
factors that underlie this natural growth 
are numerous. Basically, this growth is a 
result of breaking-up a national market into 
sub-markets, with transportation and pop- 
ulation shifts the greatest contributing 
factors. Much development that has taken 
place in Missouri rural counties is because 
of a local advantage resulting from new 
developments, such as increasing use of 
highway transport. 


Thus, it is the result of this division of 
national market and the development of a 
segment of the market to a size large enough 
to support a branch plant that has bene- 
fited the rural counties. Hence, the role of 
the industrial development expert is that 
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RURAL AND URBAN COUNTIES IN MISSOURI 
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of finding specific places for those industries 
that are destined to locate in rural areas. 


Definition of Rural 


One necessity for a study of rural-urban 
location trends is a working definition of 
rural. Rural areas are here defined as those 
counties with less than 60 per cent of their 
population living in urban places. Also no 
county is classified as rural if it contains a 
city of at least 15,000 population. 


The location pattern of Missouri counties 
is illustrated in Figure I. Seventeen coun- 


ties and St. Louis City are thus classified 
as urban. 
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The focus of this study is upon the me- 
dium small cities and towns of Missouri in 
the race to obtain new manufacturing estab- 
lishments. Manufacturers have shown, dur- 
ing the six-year period studied, an overall 
1.6 to 1 preference for rural locations. This 
is for plants of all types and sizes. A look 
at the individual employment groups shows 
that firms in the 0-24 class show the high- 
est ratio in favor of rural locations with a 
1.8 to 1 figure. ; 


Figure II presents the growth history of 
new Missouri manufacturers from 1955 
through 1960 with three-year moving totals 
plotted covering the number of new lo- 
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cations. In the earlier years urban area lo- 
cations were increasing at a faster rate than 
in rural counties (charted on ratio scale). 
In the later years, however, the rate of 
location growth in rural counties has been 
faster than in urban counties. For the fu- 
ture, rural locations are likely to continue 
in greater numbers and the growth rate 
may also continue higher. 


INDUSTRY CONTRASTS 
The Food and Kindred Products In- 
dustry? and the Fabricated Metal Products 


this paper. The choice of these two was on 
the basis of their different pattern of lo- 
cation selection. 

Foods and Kindred Products manufac- 
tures are definite prospects for rural areas. 
All sizes and types of firms processing food 
have chosen rural over urban locations by 
a 3.1 to 1 ratio. 

The rural areas have had most success in 
attracting food firms employing under 25 
(4.6 to 1 ratio). 


The prospect of attracting a food prod- 


P 23 Apparel and other Finished Products 
Industry are the two groups analyzed in 24 Lumber & Wood Products 
25 Furniture & Fixtures : 

2The data used were grouped according to 28 Chemical and Allied Products 
the U. S. Bureau of the Budget’s Standard In- 29 Petroleum Refining & Related Industries 
dustrial Classifications, (SIC). The major two 31 Leather & Leather Products 
digit breakdown as set forth in the SIC and 34 Fabricated Metal Products 
used in this study follows: 35 Machinery Except Electrical 
Major 37. Transportation Equipment 
Group Title 38 Professional, Scientific, Photographic, 
20 Food and Kindred Products Watches, Clocks 
22 Textile Mill Products 39 Miscellaneous Manufacturing Industries 
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cations were increasing at a faster rate than 
in rural counties (charted on ratio scale). 
In the later years, however, the rate of 
location growth in rural counties has been 
faster than in urban counties. For the fu- 
ture, rural locations are likely to continue 
in greater numbers and the growth rate 
may also continue higher. 
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The Food and Kindred Products In- 
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2The data used were grouped according to 
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digit breakdown as set forth in the SIC and 
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ucts firm to a small rural community also 
appears excellent from another point of 
view. An activity index (Figure III)* in- 
dicates that the food sector accounted for 
11 per cent of all types of new plants lo- 
cating. Within the food sector the 0-24 em- 
ployment group received 77 per cent of the 
activity. 

Food firms location patterns are shown 
in Figure IV. The industry in rural com- 
munities during the last three-year period 
(1958 through 1960) had an accelerated 
growth, while the position in urban com- 
munities leveled off. The rural growth trend 
is expected to continue. 

The second industrial group is the Fab- 
ricated Metal Products Industry. This in- 
dustry was chosen to show the contrasting 
location patterns within the manufacturing 
complex. Metal fabrication in Missouri is 
mostly concentrated in the metropolitan 
areas. For the six-year period plants still 
show a slight preference for urban places 
(1.2 to 1). The Fabricated Metals Industry, 
during the last six years, has been a close 
second to the Foods Industry in new plants 
in the State. The Metal Products Industry 
accounted for 11 per cent of the total of 508 
plant locations during the period.* 


An interesting point is that 66 per cent 
of the firms employed less than 25 workers 
(Figure V). This is the firm size that small 
communities have attracted at increasing 
rates. At present, there is a 50-50 division 
in the locational choice of metal manufac- 
turers between urban and rural counties. 


The growth pattern in Fabricated Metals 
is presented in Figure VI. For the first 
three-year period, 1955-1957, urban coun- 
ties were preferred over rural. However, in 


3 The Activity Index is constructed to show 
the number and per cent of new plant locations 
for each specific industry and a breakdown 
thereof in each industry by employment size 
group. 

4The industrial population included in this 
study covered practically all new manufactur- 
ing plant locations in the State during the six 
years, 
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the next period (1956-1958), rural areas 
attracted more new plants than urban 
places. Through 58-60, communities in 
rural areas have been matching urban 
areas plant for plant in number of new 
facilities. 


COMMUNITY ADVANTAGES 


It should not be assumed that industrial 
development is inappropriate for small 
cities and towns in Missouri. It has been 
demonstrated that small communities have 
advantages for certain types and sizes of 
manufacturers. For the most part, these 
firms employ less than 25 persons per 
plant and are largely oriented to the chang- 
ing agricultural patterns of the State. 

The study found that the Food and Kin- 
dred Products Industry (SIC 20), the Ap- 
parel and other Finished Products Industry 
(SIC 23), the Lumber and Wood Products 
Industry (SIC 24), and the Leather and 
Leather Products Industry (SIC 31) have 
shown strong preference (three to one or 
better) in choosing rural areas. 

A second group of industries, the Fur- 
niture and Fixture Industry (SIC 25) and 
the Miscellaneous Manufacturing Indus- 
tries (SIC 39), have also indicated more 
willingness to locate in rural areas than 
formerly. 

There are also indications that Textile 
Mill Products (SIC 22), Petroleum Refin- 
ing and Related Industries (SIC 29), and 
the Professional, Scientific, Photographic, 
Watches and Clocks Industry (SIC 38), 
are all becoming more interested in the 
rural areas. Although there is strong ev- 
idence (study indicates 3 to 1) that manu- 
facturers in these classifications (SIC 22, 
29, 38) have rural area preferences the 
small number of cases does not permit 
drawing definite conclusions. 


Location selection 


The main role of industrial development 
groups is not the discovery of substantially 
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new conditions, nor attracting to their area 
a firm which would otherwise never have 
come close to it. Rather, their role in the 
small cities and towns of Missouri is to pro- 
vide information which “facilitates a loca- 
tion selection” to influence a prospective 
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plant away from an alternative point to the 
one desired by the development group. 
Their continuing efforts to examine the 
town’s “portfolio of advantages” and pre- 
sent them in a concise and accurate manner 
will assure Missouri’s growth. 
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Small Business 


Investment Companies: 


The First Three Years 


In less than three years, three hundred 
small business investment companies have 
been licensed and over $638 million com- 
mitted.1 The Small Business Administra- 
tion, as a federal agency with limited funds 
at its disposal, has sought from the begin- 
ning to obtain participation by private 
financial institutions in its loans. 

Its experience and that of the business 
(credit) development corporations operat- 
ing in New England, New York and North 
Carolina indicated the need for a new form 
of financial institution to facilitate the flow 
of private venture capital to small business. 


GROWTH FACTORS 

The idea of the small business investment 
company took hold slowly at first. By June 
15, 1960, almost a year and a half after the 
passage of legislation authorizing the cre- 
ation of such companies (August 21, 1958) 
the S.B.A. had licensed only 67 SBIC’s. 
But by year-end 1960 the number had 
jumped to 173 as the new institution gath- 
ered momentum. Two factors most prob- 
ably were influential—the simplification of 
licensing procedures by the S.B.A. and the 
realization by investors of the special fea- 


tures afforded them by SBIC’s. 


Editor’s Note: Current amendments permit 
banks to invest 2 per cent of their capital and 
surplus in stock of SBIC’s rather than 1 per 


cent. 
wes The 300th company was licensed June 27, 
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Under the Technical Amendments Act of 
1958? a stockholder in an SBIC is allowed 
an ordinary loss deduction (instead of a 
capital loss) on the sale of stock in an 
SBIC, or if the stock becomes worthless. 
Similarly, SBIC’s are allowed the same loss 
deductions on their investments in small 
business concerns. The Technical Amend- 
ments Act also allows an SBIC a 100 per 
cent deduction for dividends received from 
stock it holds in a small business. 


Further, SBIC’s meeting certain pre- 
scribed conditions are exempt from the 27% 
per cent tax (up to $100,000) and 38% 
per cent tax (over $100,000) on accumu- 
lated earnings.? In 1959 Congress further 
amended the I.R.C. of 1954 to exempt an 
SBIC which may also be a personal hold- 
ing company (within the meaning of Sec- 
tion 542 of the Code) from the surtax on 
undistributed earnings if the SBIC is 
“actively engaged” in supplying funds to 
small businesses and if a shareholder in 
the SBIC does not own 5 per cent or more 
equity in a business to which the SBIC is 
lending.* The combined result of these acts 
and rulings is to make investment in SBIC’s 
especially attractive to high tax bracket 
capital. 


P a 57 of Technical Amendments Act 

3Treasury rule as published in Federal 
Register, Sept. 2, 1959. 

Section 542 of the I.R.C. as amended 1959. 
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The establishment of SBIC’s was also 
encouraged by a series of amendments 
adopted by Congress in 1960. The most 
significant provided for equity financing of 
small business as an alternative to the use 
of convertible debentures, as required by 
the original statute. Not only did this 
amendment give the SBIC’s greater flex- 
ibility in the choice of means in the financ- 
ing of small business, it likewise made pos- 
sible the arrangement of their own port- 
folios of small business securities so as to 
enhance their ability to borrow from pri- 
vate sources. 

A second amendment eliminated the orig- 
inal requirement that a small business bor- 
rower buy stock in the SBIC amounting 
to from 2 to 5 per cent of the amount 
borrowed. 

A third amendment made it possible for 
a bank, which is a subsidiary bank of a 
bank holding company, to be treated in 
the same manner as any other bank, that 
is, allowed to invest 1 per cent of its cap- 
ital and surplus in an SBIC without regard 
to whether or not such SBIC is, or would 
become, a subsidiary of the holding com- 
pany.® 


Administrative changes 

Administrative rulings by S.B.A. in the 
fall of 1960 further liberalized rules govern- 
ing eligibility of small businesses for SBIC 
loans. The fact that securities of the bor- 
rowing firm are already traded on a stock 
exchange or over the counter will no longer 
make it ineligible for an SBIC loan. 

The fixed ceiling of $300,000 on loans was 
also removed. Instead the limitation is now 
expressed in terms of the combined paid- 
in capital and surplus of the SBIC, not 
more than 20 per cent of which may be 
committed to any one small business with- 
out the prior written approval of S.B.A.” 

5 Reporter, issued by Office of Information, 
S.B.A. Investment Division, Vol. 1, No. 4. 


6 New York Times, Oct. 22, 1960. 
7 Federal Register, Part II, July 8, 1961. 
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Two other rulings made at the same 
time were that a business may clear up to 
$250,000 net income on the average over 
two years and still be considered a “small 
business”® and that the maximum net 
worth of a “small business” shall not ex- 
ceed $2,500,000. This last is an additional 
size criterion; the total asset ceiling remains 
unchanged at $5,000,000. 

The net result of the foregoing rulings 
should be a more intensive utilization of 
the resources of an SBIC. Once it has ad- 
vanced funds in exchange for stock or con- 
vertible bonds, it may well be able to mar- 
ket them and re-employ its funds in the fi- 
nancing of other small businesses. 


SPONSORSHIP 


Leadership in the formation of SBIC’s 
has come mainly from four sources, banks, 
investment banking and brokerage houses, 
real estate developers, and individuals with 
special areas of competence. Probably no 
other group knows more intimately the fi- 
nancial condition and needs of small busi- 
ness than loan officers of commercial banks. 
The Federal Reserve System’s most recent 
study of the financing problems of small 
business® makes abundantly clear the tend- 
ency of the smaller firm to turn to the com- 
mercial bank for all its credit needs. 

Some of these needs the commercial bank 
could appropriately meet. But, when the 
need was for long-term credit or equity cap- 
ital, the bank’s obligation to depositors to 
maintain liquidity often stood in the way 
of its extending financial assistance no mat- 
ter how meritorious and sound the prospect. 


Commercial bank activity 


It was this circumstance which led a 
number of banks in New England, New 
York and a scattering of other states 
throughout the nation to play an active 


8The previous ceiling on net income had 
been $150,000 on an average over three years. 

® Federal Reserve Bulletin, Jan. 1961, pp. 
8-22 passim. 
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role in the establishment of business 
(credit) development corporations.?® Pas- 
sage of the federal statute providing for 
formation of SBIC’s made it equally pos- 
sible for banks all over the country to 
move to meet such credit needs without 
securing the adoption of special enabling 
legislation by their respective state legisla- 
tures.** 

According to an August 1961 release of 
the S.B.A. Investment Division, of 323 
SBIC’s then licensed 55 had sole or partial 
bank ownership.? It should immediately 
be pointed out that participation by a bank, 
in either a business development corpora- 
tion or an SBIC, represents no threat to its 
liquidity. The extent of its financial com- 
mitment is strictly limited by statute, one 
per cent of capital and surplus in the case 
of SBIC’s with comparable ceilings set by 
state law for membership in a business de- 
velopment corporation. 


Other investors 


Investment banking and brokerage firms 
see in the SBIC’s a means of mating the 
risk capital of their customers and the cap- 
ital needs of growth companies. One such 
SBIC is Empire Small Investment Co., 
Inc. jointly organized by the Empire Trust 
Co. of New York and Carl M. Loeb, 
Rhoades and Co. Retaining approximately 
twenty per cent of the common stock of 
the new company, the balance of the com- 
mon stock and the preferred stock were 
placed privately among customers, stock- 
holders and partners of the organizing 
companies."* 

Still other SBIC’s are formed by in- 
dividuals or small groups of persons with 


10The pros and cons of the SBIC and the 
business development corporation will be more 
fully explained further on in this paper. 

11 An SBIC is chartered under the general 
incorporation laws of the state in which it is 
organized and then licensed by the S.B.A. 

12 Reporter, issued by Office of Information, 
S.B.A. Invest. Div., Vol. II, No. 

18 Highlights, New York City Dept. of Com- 
merce & Public Events, Jan. 1960. 
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special business or technical competence.** 
Such persons see the SBIC as a means of 
channeling venture capital into a given line 
of business where their special knowledge 
will enable them to select risks wisely, and 
quite possibly furnish management ad- 
visory services as well. 


It might be noted in passing that an 
SBIC may directly, or through a wholly 
owned subsidiary, provide “consulting and 
advisory services with respect to the fi- 
nancial, management and operating activ- 
ities of a small business concern.”** The 
business employing such services must sat- 
isfy the eligibility requirements for financial 
aid under the Small Business Investment 
Companies Act, but it need not be the re- 
cipient of such financing. 


One of the most widely publicized SBIC’s 
is Electronics Capital Corp. headquartered 
in San Diego, Calif. It typifies several of 
the more significant trends: it was one of 
the first, if not the first, SBIC to “go public” 
when it floated an $18 million issue of 
common stock in June, 1959; it specializes 
in the electronics field and secures diversifi- 
cation geographically; within its chosen 
field it is highly selective and requires that 
its borrowers buy “as part of the financing 
package, a continuing management con- 
sulting service from ECC.”?* 

The combinations of “know-how” which 
unite to form SBIC’s is almost endless; 
Greater Washington (D.C.) Industrial In- 
vestment, Inc. was formed by three Wash- 
ington banks, a nationally known research 
corporation, a Philadelphia stock exchange 
firm and a realty company.*’ It proposes to 
provide equity capital and long-term loans 
to scientific and industrial concerns in the 
Washington area. It likewise has made a 
public offering of stock. 


14 A minimum of five persons are required to 
organize an SBIC. 

15 Federal Register, Part II, July 8, 1961. 

16 Forbes, July 15, 1960, p. 24. 

17 Reporter, issued by Office of Information, 
S.B.A. Invest. Div., Vol. 1, No. 2. 
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Nor are all SBIC’s directing their atten- 
tion to industry. In the midwest an SBIC 
has teamed up with McKesson and Rob- 
bins, a major pharmaceutical distributor, to 
establish a first-class drug store in a shop- 
ping center.2® The drug concern guaranteed 
the lease and supplied the fixtures on con- 
tract while the SBIC, First Midwest, fur- 
nished the operating capital on a long-term 
loan. It is contemplating a similar arrange- 
ment with a wholesale grocer to finance 
grocery outlets. A major complication in 
such an arrangement is the locking-in of the 
SBIC’s capital. 

The majority of SBIC’s tend to prefer 
situations in which they can “turn” their 
capital. This requires that they seek com- 
panies whose stocks or convertible deben- 
tures either are marketable at the time of 
the financing, but represent too small an 
issue for independent flotation, or whose 
securities (it is anticipated) will become 
marketable as the company grows. 


PERFORMANCE 

Combined statements of financial condi- 
tion, and income and expense of licensed 
SBIC’s as of December 31, 1961 form the 
basis for several interesting observations.’° 
Figures are given separately for all licensed 
companies (166 reporting; 171 licenses in 
force) and for those in operation for nine 
months or longer (80 reporting companies; 
83 licenses in force.) 

All subsequent figures are for those 80 
reporting companies licensed for nine 
months or longer. Figures are given for 
the companies as a whole and by size cate- 
gories, 52 companies have statutory cap- 
ital and surplus of not more than $325,000, 
14 companies having statutory capital and 
surplus of from $325,000 to $1,000,000 and 
14 companies having statutory capital and 
surplus of more than $1,000,000. 


18 Ibid. 
19 Issued by S.B.A. Investment Administration 
Division, Office of Investment, March 3, 1961. 
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Combined assets of the 80 companies 
amounted to $86 million of which $33 mil- 
lion had actually been advanced to small 
businesses, the remaining $51 million be- 
ing held in cash and U. S. government 
obligations. The chief liability items were 
$25.4 million capital stock, $50.6 million 
paid-in surplus and retained earnings, and 
borrowings $9.3 million of which $8.7 mil- 
lion represented §.B.A. obligations. The 
ratio of capital to debt is thus better than 
8 to 1. 

The picture varies considerably by size 
category, however. The smaller companies, 
those with statutory capital and surplus of 
not more than $325,000, had already com- 
mitted a larger share of their total assets, 
having net loans and investments of $11.8 
million out of total assets of $17.5 million. 
They had likewise derived a larger share 
of total funds from borrowing, being in 
debt to S.B.A. for $7.6 million as compared 
to capital stock and surplus of $9.1 million. 
Similarly, paid-in surplus and _ retained 
earnings of $2.2 million were less in rela- 
tion to capital stock of $6.8 million. 

The 14 medium sized companies showed 
an almost equal division of assets between 
net loans and investments, $3.6 million and 
cash and governments $3.9 million. Their 
borrowings from SBA were a negligible $0.5 
million, capital stock $3.9 million and paid- 
in surplus and retained earnings $2.8 mil- 
lion. 

The 14 large companies held more than 
two-thirds of their assets uncommitted, 
having $42.4 million in cash and govern- 
ments as compared with $17.6 in loans and 
investments. SBA obligations were less than 
one per cent of total liabilities, capital stock 
outstanding was $14.6 million while paid-in 
surplus and retained earnings stood at 
$45.5 million. 

Incomes of SBIC’s 

As a group the 80 companies showed net 
income from operations of 8.6 per cent. The 
respective figures for the three size cate- 
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gories were 9 per cent for the small, 24 per 
cent for the medium and 6 per cent for the 
large. Several factors account in varying 
measure for these quite dissimilar returns. 
The most productive investment, loans to 
small business, contributed 60 per cent of 
total income for the small SBIC’s, 4 per 
cent for the medium and only 10 per cent 
for the large companies, figures which 
might be anticipated in view of the rel- 
ative shares of total assets so committed. 

Total operating expenses as a per cent of 
total expenses tended to increase with size, 
the figures being 53, 56 and 59 per cent, 
respectively. The reverse, however, was true 
of financial expenses which were much 
higher for the smaller companies, the per 
cents being 25, 10 and 6. One other item 
which should be noted, in relation to the 
high figure for net income from operations 
for the medium sized companies, is that 
these 14 companies made no estimated pro- 
vision for losses, the small companies al- 
lowed 8 per cent for losses and the large 
companies 15 per cent. 

It should be emphasized that all the fore- 
going figures represent first year operations. 
For this reason less attention probably 
should be attached to the income and ex- 
pense figures than to the capital structure 
data. The former can be expected to change 
over time more than the latter. 

When considering performance it is nec- 
essary not only to look at return to the 
supplier of funds but also at cost to the 
borrower. A May 1961 release states that:*° 
Effective interest rates on more than four-fifths 
of the $62,800,000 in actual capital advanced to 
small businesses by licensed small business in- 
vestment companies were 11 per cent or under, 
an interest rate survey of 133 SBIC’s reveals. 
The greater part of this investment in small 
businesses, approximating $45 million, was in 


the 6 to 9 per cent category, with another $3.1 
million placed at rates lower than 6 per cent. 


In those transactions involving convert- 


20 Reporter, issued by S.B.A. Investment 
Division, Vol. 2, No. 2. 
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ible debentures the effective interest rates 
ranged from 7 to 9 per cent. While these 
rates are not low, it must be remembered 
that the average issue is small and the 
borrowing firms relative unknowns. When 
placed with SBIC’s the borrowers realized 
better than 98 per cent of gross. In contrast, 
ten somewhat larger companies marketing 
$15 million of convertible debentures 
through conventional underwriting channels 
realized only 86.6 per cent of gross. 


ROLE IN THE ECONOMY 

While it is too early for any final assess- 
ment to be made, it is the writer’s view 
that the SBIC’s are the most promising 
vehicle yet devised, within the framework 
of the private economy, to fill an acknowl- 
edged gap in the financial structure. So long 
as capital is a scarce resource, not every 
would-be entrepreneur can have all the 
capital he wants or thinks that he needs. 

Properly, and of necessity, the SBIC’s 
are selective in their investments. There 
always have been, and will continue to be 
under a free enterprise economy, some busi- 
nesses which just should never have been 
started, at least when, where and by whom 
they were launched. But this is not to deny 
that a very real problem of obtaining long- 
term credit or equity capital faces many 
capable businessmen engaged in promising 
enterprises. 

With a growth potential which has out- 
stripped their capacity to generate capital 
internally, such businesses often find that 
commercial banks (by their very nature) 
cannot satisfy the needs for long-term funds, 
insurance companies prefer to invest in 
larger units, and small security issues are 
expensive and difficult to market. For such 
businesses the SBIC’s represent a new and 
promising source of funds. 


Local development corps. 


It may be remarked that other agencies 
and institutions, public and private, already 
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exist to serve similar purposes. Have they 
proved inadequate? The question is best 
answered by considering the nature and 
role of each institution separately. Oldest 
are the local development corporations. 
Some are organized for profit; most are 
not-for-profit. Some are continuing; others 
come into being to meet a given situation 
and cease when the particular occasion is 
met. Because they are local, they are lim- 
ited to such financial resources as can be 
marshalled locally and they cannot di- 
versify their risks (assuming they are con- 
tinuing institutions) geographically. Typ- 
ically, they are more inclined to act to 
bring in a new firm than they are to assist 
an existing local enterprise, although this 
generalization is subject to exceptions. 

Cases could be cited in which local de- 
velopment corporations have assisted a lo- 
cal concern in financial difficulties or built 
a plant for a local enterprise about to move 
away. In either instance a local payroll has 
been preserved. Characteristically, however, 
these have been crisis or rescue operations 
rather than growth situations. 

In general, because of their limited scope 
and resources and community welfare or- 
ientation which subordinates strict financial 
criteria to social considerations, local de- 
velopment corporations—while they are of 
major importance in galvanizing commu- 
nity opinion and stirring it into action— 
cannot be regarded as a significant source 
of small business financing. 


State-chartered development corps. 

The potential of state-chartered, privately- 
financed business development corporations 
is much greater. They have played a sig- 
nificant role in the financing of small busi- 
ness in their respective states. However, 
their growth has been confined largely to 
the Northeastern section of the United 
States.” 


21 Outside the Northeast, the oldest business 
development corporation is that in North 
Carolina. 
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The majority now have an operating 
record of five to seven years. One significant 
advantage which they have as compared 
with the SBIC’s is in the matter of the 
eligibility of the enterprises to which they 
extend financial assistance. The state laws 
establishing the business development cor- 
porations do not precisely define in terms 
of earnings, assets and net worth what busi- 
nesses may be eligible for financial assist- 
ance as does the federal statute. Rather the 
state laws use the criteria of unavailability 
of financial aid from other financial insti- 
tutions. 

On the other hand, the light in which 
business development corporations have 
tended to regard themselves, namely, as 
quasi-public institutions, has led them to 
adopt financial policies which now place 
them at a disadvantage in competing with 
SBIC’s for bank membership. Relying solely 
on private capital for funds, a business de- 
velopment corporation must set its charges 
so as to cover operating costs, including in- 
terest on borrowed money, taxes and re- 
serves for losses. 


When a bank becomes a member, it 
agrees to lend to the development corpora- 
tion, on call, monies up to a fixed amount 
(typically $250,000) or a fixed per cent of 
capital and surplus (typically 2 per cent). 
The rate paid on such loans is usually the 
prime rate or a small fraction above. If a 
bank buys stock in such a corporation, 
which it may do in some states and not in 
others, it is given little or no expectation of 
either dividends or appreciation. 


Capital obtained from the sale of stock 
is regarded by the development corporation 
as a cushion against losses, but from the 
standpoint of the bank buying the stock it 
must be regarded as a sunk investment in 
the general economic health of the state. 
The Massachusetts Business Development 
Corporation alone among such corporations, 
to the knowledge of the writer, has indicated 
that it regarded the eventual payment of 
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dividends on its capital stock as among the 
criteria of ultimate success. 

Now, having to compete with SBIC’s for 
bank membership, the business development 
corporations must face the restrictive con- 
sequences of their present policies. It would 
appear that three choices are open: they 
may charge somewhat higher rates to their 
customers and offer more attractive returns 
to members and stockholders—after ll, 
they are providing risk capital which has 
never been a cheap commodity; they may 
accept the fact of their present size and 
limit future loans to funds made available 
by the regular repayment of loans presently 
outstanding; they may borrow from the 
S.B.A. which is authorized to lend them 
an amount not to exceed their total bor- 
rowings from all other sources.?* Within the 
limits of their financial capacity the records 
of the state development corporations in 
retaining, attracting and assisting in the 
growth of businesses in their respective 
states have been excellent, as has been 
their good judgment as measured by a very 
low delinquency and bad debt ratios. 


Public financing 


In addition to private capital made avail- 
able by state and local development cor- 
porations, public funds have been available 
in several states. In some, municipalities 
are authorized after a referendum; to issue 
either revenue bonds or full faith and credit 
bonds, to finance plant construction. 


In others, the states themselves have 
used their credit either to underwrite indus- 
trial mortgages (Maine and Rhode Island) 
or to develop industrial parks alone or in 
cooperation with local development organi- 
zations (New Hampshire), or to blend state 


22Small Business Investment Act of 1958, 
Public Law 699, 85th Congress, 2nd Sess. Title 
V. In addition, on somewhat more restrictive 
terms, the S.B.A. may make secured loans to 
state development companies for site acquisition 
and plant construction where the proceeds of 
the loan will assist an identifiable small busi- 
ness. Each such loan has a ceiling of $250,000. 
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funds (30 per cent) with local develop- 
ment groups (20 per cent) and banks and 
other regular financial institutions (50 per 
cent) in new plant construction (Pennsyl- 
vania). 

A proposed New York State Authority, 
the subject of a popular referendum in No- 
vember 1961, would operate in a manner 
not unlike the Pennsylvania Authority. It 
would appear that where public funds are 
involved there is a strong tendency to tie 
their use to physical assets, especially plant 
construction. In Pennsylvania there is the 
further restriction that state monies are 
available only in areas of serious chronic 
unemployment.”* 


SBIC’s compared 


In general we may say that privately fi- 
nanced SBIC’s and state business develop- 
ment corporations are able to meet a far 
wider range of financial needs of small busi- 
ness than are the institutions operating 
with public funds. As between the two, the 
SBIC’s may diversify by industry or geo- 
graphically, or by both means, or they may 
elect to specialize, confining their financ- 
ing activities to a particular line of industry 
or to a particular region. 

The lending activities of state-chartered 
business development corporations are con- 
fined to the state of origin, but all have 
shown considerable care in their diversifi- 
cation by industry. As has been pointed out, 
probably the biggest advantage of the busi- 
ness development corporations is that they 
are not bound by any rigid definition of 
those to whom they may extend financial 
aid, while their chief difficulty lies in their 
currently limited resources. 


23 There are exceptions to this generalization: 
on the one hand, New Mexico has gone a step 
further and authorized its communities to bond 
not merely to lend or to build plants, but to 
actually buy and operate industries. On the other 
hand, Arkansas blends public and _ private 
capital in a State Development Finance Cor- 
poration which in the scope of its activities is 
patterned after the New England and New 
York Business Development Corporations. 
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FUTURE OF SBIC’s 


By contrast, once the SBIC’s “got off the 
ground,” their growth has been astonish- 
ingly rapid. It is doubtful if in 1958 any- 
one anticipated that by mid-August 1961, 
thirty-one SBIC’s would have “gone public.” 
Total assets of these publicly held com- 
panies is estimated at close to $250 million. 
Assets of the five largest alone exceed $95 
million. Only two are listed on an exchange; 
the others are traded “over the counter.” 
The third largest, Midland Capital Cor- 
poration of Buffalo is reported to have 
7,800 stockholders scattered in all fifty 
states.”* 

To compete with these larger SBIC’s, the 
small so-called “minimum” companies 
(those with only $300,000 capital) which, 
acting individually, would have a loan 
ceiling of $60,000 are making joint loans.” 
Not only are they thus able to compete 
with their bigger brothers but, by such 
joint ventures, they cut substantially such 
major costs as those of finding, investigat- 
ing and servicing their loans. 

Seeking additional information about 
specific companies for illustrative purposes, 
identical letters of inquiry were sent to 
six publicly held SBIC’s chartered in New 
York State. Very complete replies were 
received from four. Interestingly, all four 
are in accord on several basic policies. 


24 Watertown Daily Times, August 18, 1961. 
25 Wall Street Journal, Sept. 8, 1961. 
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They all believe in diversification both 
by industry and by geography. All seek 
“sound situations which have significant 
growth potentials” and alert, dynamic 
management. One mentioned the leverage 
potential provided by the Small Business 
Investment Act which permits an SBIC to 
borrow four times its equity for investment 
purposes. The size of investments in in- 
dividual companies ranges from $5,000 to 
$2,300,000. As one SBIC remarks in its 
annual report to shareholders, “Some of our 
investments in small business are relatively 
modest. This is in the spirit of the Small 
Business Investment Act. It also provides 
an ‘entrance fee’ approach to growth areas 
with exciting prospects.” 


After detailing its investments to the 
date of its Annual Report, March 31, 1961, 
another company well summarized the 
whole philosophy of the SBIC’s when it 
stated: 


In many industries, both old and new, there 
are hundreds of ably-managed, small businesses 
whose normal growth and development are 
stymied by inadequate long-term funds. In 
this category are many unknown companies 
which will undoubtedly emerge as the growth 
companies of the 1960’s. It is to these compa- 
nies that ... has and will continue to direct its 
attention and financial assistance. We do not 
intend to concentrate in any one industry or in 
any one section of the country—our range of 
operations will be America’s growing national 
economy. 
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Research 
Center 
Notes 


The Research Center of the School of Business and Public Ad- 
ministration began operation on July 1 upon consolidation of the 
two Bureaus previously operated in the School. 


Rondal G. Downing was appointed Assistant Professor of Polit- 
ical Science effective September 1 and serves the Center as As- 
sistant Director for Government Studies. He is a native Missourian 
from the ‘boot heel.” His graduate work was at the University of 
Illinois and he has also taught at the University of Florida. 


Dr. Downing has written articles, and delivered papers at polit- 
ical science conventions, on topics dealing with national legislation, 
state politics, and the federal judiciary. Prior to coming to the Uni- 
versity of Missouri, he spent seven months with the University of II- 
linois Institute of Government and Public Affairs investigating the 
process of judicial selection in that state. That study will be pub- 
lished as a research monograph in the spring of 1962. 

Prof. Downing will take an active part in the Missouri Economy 
Study which the University is conducting through the Research 
Center with financial support of the business community. 


